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OVERVIEW

* Two research stories
WTP in the headline method a study of
punitive damages

* A tutorial
the psychology of attitudes

* A theme
the problems of the dollar measure

Attitude is emotional core of many responses
explains correlations of measures

Implicit comparison to relevant set
explains some preference reversals

Sets evaluated by representative exemplars
explains scope problem

The dollar measure is a magnitude scale
explains psychometric inferiority



WHAT IS AN ATTITUDE?
an evaluation of an object or action
emotional response
approach/avoidance tendency

RESEARCH DESIGNS
correlational and experimental
individual and group levels of analysis

we focus on correlations between averages of
large samples, computed over objects



EMOTIONAL CORE OF MANY RESPONSES
explains correlations of measures

The headline method (Kahneman/Ritov, 1994)

THE AMERICAN ELK IS AN ENDANGERED
SPECIES IN THE ROCKY MOUNTAINS
Intervention: Provide refuges for the American Elk

___________ wtp__ polit _imp _satist.
polit 84 .85

Importance .76 .84 .88
satisfaction .84 .87 .85 .90



Responses to scenarios of product liability
(Kahneman, Schkade and Sunstein, 1997)

Median Correlations -- Simulated Juries

Outrage Punish $ Awards

Outrage 0.87

Punishme 0.86 0.89
Nt



Responses to scenarios of product liability
(Kahneman, Schkade and Sunstein, 1997)

Outrage Punish
Punish .86

Median $ .84 .92
Awards




IMPLICIT COMPARISON TO RELEVANT SET
explains some preference reversals

SKIN CANCER FROM SUN EXPOSURE IS
COMMON AMONG FARM WORKERS
Intervention: Support free medical checkups for
threatened groups

DOLPHINS IN THE MEDITERRANEAN SEA

ARE THREATENED BY POLLUTION
Intervention: Contribute to international fund to save
the Mediterranean Dolphin

____________________ WTP _ Choice _
Dolphin > Farm workers 40 16
Farm workers > Dolphin 33 42

attitudes impose a local preference order
there is no general preference order



SETS ARE EVALUATED BY EXEMPLARS

An old philosophical distinction:
sets have an intension and an extension

Prediction of event

evidence  base-rate
Evidence of sample

statistic sample size
Episode of pain

pain level  duration
Damage to species

Normative rules:
non-linear combination of E and |
zero intercept



A general psychological principle:
sets evaluated by a representative instance
"the Cadillac-driving welfare queen”

Consequence:
(almost completed) extension neglect

Examples:

neglect of sample size In judging evidence
neglect of base-rate in prediction
neglect of duration in evaluating episodes

In the context of attitudes to public goods:
neglect of quantity (the scope problem)

20,000 or 200,000 birds etc.



Complete Extension Neglect
Evaluation

Extension ----eeeeaeee- >

Additive Extension Effect

Evaluation

Extension ---se-seccceeceeana. >



Judged Kahneman & Tversky 1973
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Evaluation of colonoscopy
(Redelmeier and Kahneman, 1996)

Correlations with Global Ratings

Peak-End .67
Duration .03



WHEN AND HOW EXTENSION MATTERS

Conditions for large extension effects:
draw special affection to extension
vary extension in within-subject designs

The additive extension effect



Base-rate Data
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Another way to ‘prove’ sensitivity to scope

estimate WTP for
2 popular species of birds
2 obscure species of fish

compare this to WTP for
2 obscure species of fish

find a difference between birds and fish and declare it a
scope effect

Conclusion:

In denying there is a scope problem, the promoters of
CVM are trying to repeal a general psychological
principle. They are unlikely to succeed.

Extensional evaluation of sets does not come naturally
to people. The idea that the scope problem can be
'solved' by improved survey methods is a fantasy.



MONEY AS A MEASUREMENT SCALE

Two families of response scales
category scales (bounded)
magnitude scales (zero, unbounded)

ratio-scale information
skewed distributions
error proportional to mean

The magnitude scaling experiment
with and without a modulus

Money is a magnitude scale
‘magnitude scaling without a modulus
* preserves rank information

I

perhaps ratio as well

* more noise than other measures
* high sensitivity to anchoring



SIGNAL/NOISE RATIO OF MEASURES

Analysis of variance
respondents
signal = scenarios
noise = scenarios X respondents

Signal/Noise
wp .09
Importance 27
support .20
moral sat. .30



PSYCHOLOGY OF PUNITIVE DAMAGES
THE OUTRAGE MODEL
(funded by Exxon)

Why are jury awards so unpredictable?

10 scenarios of product liability
some with variation of harm
some with variations of firm size

28 in total - each respondent saw 10

Three responses studied, between-S design



THE OUTRAGE MODEL
OF PUNITIVE AWARDS

OUTRAGEOUSNESS of the behavior
the core attitude

DESIRED SEVERITY OF PUNISHMENT
depends on outrageousness of behavior
... also on harm done to defendant

PUNITIVE AWARDS IN DOLLARS
depends on desired punishment
... also on size of firm
... also on available anchors
(Hastie, Schkade & Payne, 1997)



High Harm

a) Mean Outrage Ratings

Low Harm




b) Mean Punishment Ratings

High Harm




¢) Median Damage Awards (millions) |
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b) Mean Punishment Ratings
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Medium Firms




c) Percentage of Zero
Damage Awards
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d) Median Damage Awards
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Medium Firms




IS THE DOLLAR RESPONSE INFERIOR?

Signal/Noise
outrage ratings .29
punishment ratings 49
dollar awards .06
log awards 42

rank awards 51



Median Jury Award

Figure 5. Mapping Intended
Punishment to Damage Awards
for Synthetic Juries
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TWO WAYS TO PREDICT 'TRUE' AWARDS

Objective: "Predict community sentiment”
* from the awards made by single juries

* from the punishment ratings of juries
using a conversion function

compare RMSE for each scenario



Table 6. Distributions of Synthetic Jury Awards by Scenario

Scenario Firm Harm Lower 95% Upper 95% Mean Jury Prediction
Size Level Confidence Median Confidence | Punishment  Error Ratio

Bound Bound (%/Punish)

Joan Large High $500,000 $2,000,000 $15,000,000 5.14 11.27
Joan Medium High 200,000 900,000 3,000,000 5.03 5.15
Thomas Medium 200,000 500,000 1,575,000 5.02 2.84
Martin Medium High 350,000 1,000,000 4,000,000 4.98 16.06
Thomas Large 200,000 560,000 2,750,000 4.95 0.25
Joan Large Low 175,000 1,000,000 12,500,000 4.93 184.19
Martin Large High 350,000 1,900,000 10,000,000 4.92 5.76
Frank Medium 230,000 760,000 2,100,000 4.86 2.80
Frank Large 225,000 1,000,000 4,000,000 4.82 6.84
Mary Large 290,000 1,000,000 4,000,000 4.79 2.23
Joan Medium Low 150,000 750,000 5,500,000 4.71 97.93
Mary Medium 250,000 710,000 2,100,000 4.70 6.29
Martin Large Low 350,000 1,000,000 5,000,000 4.47 13.21
Martin Medium Low 200,000 675,000 2,250,000 4.16 6.38
Susan Large 100,000 300,000 1,000,000 3.27 3.16
Susan Medium 50,000 225,000 800,000 3.03 0.87
Janet Medium High 100,000 200,000 690,000 2.79 1.88
Carl Medium 15,000 155,000 375,000 2.78 2.54
Carl Large 50,000 200,000 750,000 2.64 2.54
Janet Medium Low 0 150,000 650,000 2.49 3.99
Janet Large High 0 287,500 1,500,000 2.39 19.45
Janet Large Low 12,500 200,000 1,000,000 2.38 10.32
Jack Large High 0 0 350,000 1.24 441
Jack Medium High 0 45,000 225,000 1.07 1.69
Jack Medium Low 0 0 112,500 1.03 0.80
Jack Large Low 0 2,550 500,000 0.95 8.49
Sarah Large 0 0 1,000 0.51 1.25

Sarah Medium 0 0 13,000 0.46
Median 4.78




IMPLICATIONS FOR LEGAL REFORM

THREE NORMATIVE POSITIONS:

1. 'True' population award is valid:
predict awards from punishment ratings

2. Only desired severity of punishment is valid
juries do not know how to derive awards
develop translation formula

punishment---> awards

3. Only outrage judgment is valid
Outrage model violates legal doctrine
use jury outrage as an input
.... or abolish jury role in punitives



CONCLUSIONS

1. The alternative to economic theory of value is not
irrational chaos. It is a reasonably coherent
psychological theory of attitudes.

2. Dollar values are psychometrically inferior
because of pattern of errors
because of unfamiliar use
because of questionable modulus

3. Indirect ways to measure dollar values may be
preferred
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